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This month’s update on the CDHS Reorganization covers three areas—what’s 
happening with Senate Bill 162, revisions to the Program Placement Table, and 
achieving budget neutrality.  
 
What’s Happening with Senate Bill 162  
 
Senate Bill 162 (Ortiz) was heard in Assembly Appropriations Committee on August 16, 
2006. Prior to the hearing, the department worked with the author’s office and other key 
legislative staff to amend the bill to reflect agreements made about program placement, 
the advisory committee, change management, and technical legal and fiscal provisions. 
The department provided fiscal information to the Committee, demonstrating the fiscal 
neutrality of the reorganization in terms of state funding and allocation of positions.  
 
After being placed in the Assembly Appropriations Committee’s suspense file on August 
16, SB 162 was passed by a vote of 13 – 0 on August 17, 2006. The bill language was 
amended again, and will likely need one more round of changes before it is in its final 
form. Department of Health Services (CDHS) staff will be working with legislative staff 
over the next week or so to make sure the language in the bill will provide the authority 
necessary for implementation of the reorganization.  
 
The next vote on SB 162 will come on the Assembly Floor, after agreement is reached 
on the final bill language, then, assuming it passes there, it will go to the Senate Floor 
for an up-or-down concurrence vote. The bill must complete this process by the last day 
of the legislative session, August 31, 2006.  
 
Revisions to the Program Placement Table  
 
With the first Update on the Reorganization, the department published its draft Program 
Placement Table on the CDHS website. We have received many comments about 
missing programs and organizational units from external and internal stakeholders, and 
have been working with division staff to make numerous revisions to the original table.  
 
The Program Placement Table was originally intended to present information about 
which programs were going to the Department of Public Health (DPH) and which were 
staying in the Department of Health Care Services (DHCS). It was not intended to be an 
organization chart for the two departments, but it did include some organizational 
information at a fairly high level for the purpose of grouping similar programs together, 
rather than listing programs alphabetically. Programs not specifically identified in the 
Table list would go to the same department as the organizational unit that they fall 
under/report to.  



Based upon your comments and questions, the revised Table will include programs not 
previously listed and organizational information down to the branch level. We are also 
going to split the Table into two tables—one for DPH and the other for DHCS—to 
visually illustrate the structures taking shape through the reorganization process.  
 
We will be finalizing the Program Placement Table to reflect the final program 
placements in SB 162. Since the bill language is not final yet, we anticipate posting the 
revised Table no later than September 1, 2006. We will send an e-mail to alert you 
when it is posted.  
 
Achieving Budget Neutrality  
 
Senate Bill (SB)162 (Ortiz) is the legislative vehicle for reorganizing the California 
Department of Health Services (CDHS) into a new Department of Public Health (DPH) 
and a renamed Department of Health Care Services (DHCS). SB 162 requires the 
reorganization to be “budget neutral.” (Please see Attachment 2 for SB 162’s language 
regarding budget neutrality.)  
 
What Does “Budget Neutrality” Mean? 
SB 162:  
 
• Defines budget neutrality as no increase in baseline state funding for both DPH and 

DHCS above the total baseline state funding for the former CDHS.  
• Provides for funding adjustments that may be required to align appropriation authority 

for anticipated expenditures to the appropriate funding sources.  
• Recognizes that the Legislature will review the proposed budgets for DPH and DHCS 

through the normal budget process.  
 
The intent of budget neutrality is for the fiscal impact of the reorganization to be absorbed 
within the CDHS’ current total state funding. There will be varying impacts on individual 
funds and budget authority will need to be adjusted accordingly. Legislative oversight of 
the impact on fund sources will come through the budget process.  
 
Budget neutrality should also result in no increase in CDHS’ overall position authority 
and no increase in appropriation of state General Fund. We will follow these principles 
when implementing the reorganization.  
 
What Are the Reorganization Costs? Will These Costs be Absorbed within the Current 
Budget? 
 
The reorganization will generate costs in four major areas: Space, Equipment, and 
Consulting; Information Technology Hardware; Personnel; and Overhead.  
 



Space, Equipment and Consulting costs are one-time costs associated with splitting 
CDHS into two departments. Information Technology Hardware costs will be phased in 
over three state fiscal years — 2007-08 through 2009-10. Personnel costs and 
Overhead costs will be ongoing in the operation of DPH and DHCS. All of these costs 
will be absorbed within the current overall baseline budget.  
 
Space, Equipment, and Consulting: One-Time Costs Include: 
 
• Construction costs for new offices for the Director of Public Health and those 

administrative functions (e.g., Personnel and Accounting) that have controlled 
access and security levels dictated by the State’s Control Agencies.  

• Moving and Telecommunication costs for approximately 200 staff that will be moved 
because of the reorganization.  

• Purchase costs for essential equipment needed for support of the two departments.  
• Change Management Consultant to assist management and staff in making the 

transition to two separate departments.  
 
Information Technology Hardware Costs Will Be Phased in Over Three Years: 
 
Costs for Information Technology Hardware will be incurred as DPH and DHCS divide 
CDHS’ current IT network and computing assets. The preferred strategy is to engineer a 
“virtual” split effective July 1, 2007, followed by a planned migration of communication 
networks, websites, and program applications to separate servers for each department.  
 
The “virtual” split will give each department its own website and each employee the 
correct departmental home for email. Both departments will share CDHS’ existing 
equipment, space and staff operating the IT infrastructure via an Interagency 
Agreement. Each department will have its own Chief Information Officer, Information 
Security Officer, Project Management Office, and Application Support personnel.  
 
Over the first three years following the reorganization, the Information Technology staff 
of both departments will isolate each department’s network infrastructure, email 
infrastructure, websites, and databases, and migrate them to servers separately 
dedicated to each department. This will allow each department, after the phase-in is 
completed, to maintain optimal operating control and priority setting for its own 
Information Technology Services, while avoiding duplicate costs of having two separate 
operations housed in space specifically designed, built out, and equipped for IT 
purposes.  
 



Personnel Costs Will Be Ongoing: 
 
The reorganization will require 57 positions within CDHS to be redirected for key 
management and administrative functions in DPH and DHCS. These redirected 
positions will be used for the Director of DPH and one of the Chief Deputies; Deputy 
Directors and support staff for the Office of Legal Services, Office of Civil Rights, Office 
of Public Affairs, Office of Legislative and Governmental Affairs, Administration Division, 
and Information Technology Services Division; and management and staff for Internal 
Audits, Financial Management, Personnel Management, and Information Technology 
Services.  
 
Overhead Costs Will be Ongoing: 
 
Internal overhead costs (commonly called “distributed overhead”) include support of the 
Director’s Office, Legal Services, Information Technology, and Administration. 
Statewide overhead [commonly called Pro Rata and Statewide Cost Allocation Plan 
(SWCAP)] includes the costs of the state’s administrative functions performed by 
entities such as the Department of Finance, the State Controller’s Office, State 
Treasurer, and the Department of Personnel Administration. Internal and statewide 
overhead costs are distributed among all of CDHS’ program funds.  
Statewide overhead, under the reorganization, will be assessed to each department. 
However, the reorganization will change the departmental funding mixes in DPH and 
DHCS, thereby affecting the allocation of overhead costs, as well as, distributed 
administration, to individual funds.  
 
How will the Department Absorb the Costs of the Reorganization? 
 
CDHS must absorb the costs of the reorganization from its internal resources in order to 
meet the budget neutrality requirements of SB 162.  
 
Reorganization costs incurred during State Fiscal Year (SFY) 2006-07, in preparation 
for splitting CDHS into DPH and DHCS, will be allocated to programs and funds using 
CDHS’ current distributed overhead process. For SFY 2007-08 and thereafter, 
reorganization costs will be built into the distributed overhead budgets in both DPH and 
DHCS.  
 
As noted above, there is a need for 57 positions to provide key management and 
administrative functions for the reorganization. We are beginning the process of 
identifying specific positions for redirection. The positions that will be considered for 
redirection are positions in CDHS program organizations which perform administrative 
or information technology functions (decentralized administration or information 
technology positions).  
 



We have identified 259 positions in program organizations which provide decentralized 
administrative services and 253 positions which provide decentralized information 
technology services. Splitting CDHS into the smaller DPH and DHCS provides an 
opportunity for workload efficiencies in Administration and Information Technology 
Services, allowing a redirection of some of these decentralized administrative and 
information technology positions to meet the identified needs of the reorganization.  
 
An internal audit process has verified that many of these decentralized positions are 
performing duties similar to the duties performed by centralized administrative and 
information technology positions, rather than program-specific administrative and 
information technology duties. This confirms the potential for operational efficiencies for 
two smaller organizations that would allow the redirection of a portion of the 
decentralized administrative and information technology positions, without adversely 
impacting program-specific administrative and information technology functions.  



Attachment 1 
 
 
Senate Bill 162—Proposed Language Regarding Budget Neutrality  
 
As Amended August 8, 2006  
 
 
SEC. 36.    (a) The reorganization of the former State Department of Health Services 
pursuant to Sections 1 to 35, inclusive, shall be budget neutral. It is the intent of the 
Legislature not to provide, in total, funding for the State Department of Public Health and 
the State Department of Health Care Services in excess of the total funding previously 
appropriated to the former State Department of Health Services, with possible caseload 
and inflation adjustments.  
     (b) The reorganization shall be implemented without the additional appropriation of 
funds. However, the Legislature finds and declares that to implement this act, funding 
adjustments may be required to align appropriation authority and to provide for anticipated 
expenditures to the appropriate funding sources.  
     (c) The annual budget for the State Department of Public Health and State 
Department of Health Care Services shall be proposed and considered in the process 
for review of the annual Budget Act.  
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